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PARTNER COMPENSATION AND MOTIVATION
Few areas of practice management can generate as 
much discord among partners as that of partner 
compensation. Firm profits are, obviously, the result 
of many factors, with partners making contribu­
tions in many areas. A firm’s compensation agree­
ment must take these factors into consideration, be 
flexible enough to recognize partners changing con­
tributions to its success, and encompass procedures 
for determining each partners income.
In any subjective evaluation there is always the 
risk that partners will try to augment their incomes 
by increasing their responsibilities in areas they 
think will be most noticed or compensated. We all 
have to decide how each person can be most effec­
tive within our firms. Similarly, all capital contribu­
tion plans and compensation methods must be 
tailored to the needs of our own firms. Ideas, such as 
those in the following paragraphs, can only be the 
beginning of a workable plan—ideas on which to 
build.
During the past several years, we have seen pro­
found changes in our practices, staff, competitors, 
clients, and economy.
The emergence of the microcomputer, for exam­
ple, is a major challenge to the working style of 
anyone concerned with decision-making oppor­
tunities. We CPAs must be innovative if our firms 
and profession are to survive. Increasingly in the 
future we will need expertise in such areas as busi­
ness advisory services, profit planning, and cash 
flow and operational reviews.
The major emphasis in practice used to be on 
chargeable time, with a low-key approach taken 
toward interpersonal relationships. Firms now need 
to be marketing-oriented, and also need to strike a 
better balance in available hours for civic duties, 
social activities, and professional development. In 
the future, advancement and reward will be 
increasingly based on an individual’s ability to 
attract new clients and expand services to present 
clients as well as on his or her ability to maintain 
technical and business advisory skills.
In the past, local firms were labor-intensive, and 
compensation was often based on "points” or 
"percentage." Firms will be capital-intensive in the 
future, and compensation plans will need to be 
structured to reward producers.
Performance evaluation guidelines
Partner evaluation is one of the most difficult, frus­
trating, and time-consuming processes in a local 
CPA firm. Yet, a partner evaluation program is vir­
tually a necessity if a firm is to grow and prosper. 
The purpose of such a program should be to provide 
information that can be used to improve partner 
performance and to provide a basis for changing 
relative net income levels of partners based on their 
service performances.
Failure to evaluate is a lost opportunity to moti­
vate partners. The process must be conducted with 
integrity, however. If not, the above-average per­
formers will be discouraged. Keep in mind, too, that 
while objective criteria are used, the process is still 
a subjective one.
There is no one method of evaluation that is best 
for all firms. Firm size, partner personalities, and 
the objectives of the process will influence the meth- 
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From the Old to the New
The lead article in the July 1978 Practicing CPA 
celebrated the diamond jubilee of the AICPA’s 
library. Among the library’s collection of old and 
rare editions at that time were four copies of 
Pacioli’s Summa de Arithmetica, Geometria, Propor­
tioni et Proportionalita, published in 1494 and 1523. 
Because this work includes a section on double­
entry bookkeeping, Fra Luca Pacioli is considered 
"the father of accounting.”
One of the innovations in 1978 was a microfiche 
service providing copies of the annual reports, 
issued after January 1, 1977, of over 7,000 New York 
Stock Exchange, American Stock Exchange, and 
over-the-counter companies.
The library then contained 17,000 books and 
bound journals and 48,000 catalogued pamphlets 
on accounting and related subjects. There were 
seven professional librarians and six support staff 
members to answer reference questions, produce 
the Accountants Index, prepare bibliographies, and 
lend books and articles. That year, the staff handled 
40,000 inquiries.
The Institute's library has grown since then. Now 
there are ten librarians and eight support staff 
members, who will handle over 45,000 inquiries 
this year. The books and bound journals now 
number 22,000, and there are 67,000 catalogued 
pamphlets in the library’s files.
The collection of old and rare editions has also 
been enlarged. This year, the library acquired 50 
books in the Historic Accounting Literature series— 
facsimile reprints of important early books on book­
keeping. These include John Weddington’s A Breffe 
Instruction, and Manner, Howe to Kepe Marchantes 
Bokes, published in Antwerp in 1567; Robert Colin- 
son’s Idea Rationaria, published in Edinburgh in 
1683; Roger North’s The Gentleman Accomptant, 
published in London in 1714; and James Dodson’s 
The Accountant, published in London in 1750.
The latest technology
New ideas and the modem systems that support 
them have not been neglected, either. Recently, the 
library began subscribing to Compact Disclosure— 
a CD-ROM (compact disk-read only memory) 
database, which it is using to respond to members’ 
requests for information.
Updated quarterly, Compact Disclosure is a 
database of business and financial information 
extracted from the reports that public companies 
file with the Securities and Exchange Commission. 
The 4.72-inch disk (the same device as that used for 
CD digital audio recordings) contains profiles of 
more than 10,000 public companies, including their 
annual and quarterly balance sheets and income 
statements; sources and uses of funds; five-year 
summaries of operating income, sales, and earnings 
per share; and details about officers and sub­
sidiaries.
The library’s researchers can access the database 
either through Compact Disclosure’s Dialog 2 Emu­
lation Command system or by using the Easy Menu 
Mode program. In Easy Menu Mode, the user can 
search by full company name, ticker symbol, a sub­
sidiary’s name, or other criteria. In addition, sub­
menus allow search by such information as the 
auditor’s name, type of business, the names of the 
company’s directors, the number of employees and 
shareholders, long-term debt, total liabilities, and 
net worth.
Where you can see a demonstration
Compact Disclosure, which can be used with the 
IBM PC, XT, or AT (or compatibles) with at least 
256K of memory (512K is recommended by the 
manufacturer), requires a CD-ROM drive. Access to 
information is very fast, usually taking only two to 
three seconds. At the Institute, not only the library 
staff, but also managers in various technical divi­
sions find Compact Disclosure useful.
Readers who are interested in seeing a demon­
stration of this equipment and who are attending 
the AICPA annual meeting in Kansas City, Missouri, 
should look for the Institute’s members’ services 
booth and for Disclosure’s booth at Accountants 
World. And all members who would like some 
assistance from the Institute’s library are encour­
aged to call toll-free: United States, (800) 223-4155; 
New York State, (800) 522-5434. □
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One of the built-in problems facing many practice 
units is billing timidity on the part of people respon­
sible for that function. Our basic natures seem to 
provide us with a high loyalty factor, which is most 
often directed to our clients rather than to the profit 
goals of our firms. As a result, we grasp every possi­
ble excuse to write bills down from standard. How 
many times have you heard billing heads say, "We 
were learning on this job" or "It was the staff mem­
ber’s first effort in this industry"?
To be both meaningful and profitable, standard 
rates should have validity in terms of marketplace 
acceptability and achievement potential. Surveys of 
our industry over the years indicate that a practice 
unit can achieve highest profitability when its real­
ization rates are consistently hovering around the 
92 percent level.
There is a process, however, that can be a vehicle 
for increasing realization by about four percentage 
points a year. (That’s 4 percent more profit a year.) 
While not easy because it requires much individual 
and collective discipline, the process can be worth 
the effort involved. Here’s how it works.
All individuals responsible for billing are 
required to
□ Have draft billings (annotated computer runs) 
ready by a given day each month, with no 
excuses accepted. (Some practice units impose 
penalties for failure to comply.)
□ Be in the office on the following day to meet 
with the billing review committee to determine 
the final billing amounts. The committee has 
the last word on the amounts and timing of 
billings and should discourage undue write­
downs and encourage appropriate write-ups.
Experience shows that after 2 or 3 months of gain­
ing familiarity with each other’s client situations, 
the meeting with each billing head will last approx­
imately 30 minutes.
The billing review committee comprises two or 
three individuals who have billing responsibilities. 
Each should serve 2- to 4-month tours on a rotating 
basis, so that everyone with billing responsibilities 
serves on the committee during an 18- to 24-month 
period. Terms should be staggered to provide con­
tinuity in the committee’s efforts.
If managers and other staff members have billing 
responsibilities, they should serve on the commit­
tee. The committee, however, should always have at 
least one partner serving on it at any given time.
The process should continue in perpetuity. The 
initial goal should be to achieve a 92 percent overall 
realization rate for the practice unit. This may take a
Talk Is Not Necessarily Cheap: I
A recent survey conducted for Accountemps, 
an accounting, bookkeeping, and data process­
ing temporary-personnel service, shows that 
the average executive apparently spends about 
fourteen work weeks a year on business tele­
phone calls.
When interviewed for this survey, the vice- 
presidents and personnel directors of 100 of the 
1,000 largest corporations in the country esti­
mated that the average executive spends 2.3 
hours a day or 11.5 hours a week on business 
telephone calls. They further estimated that 21 
percent of these calls are wasteful or 
unnecessary.
Of the fourteen 40-hour work weeks spent on 
telephone calls, this translates into three 
weeks consumed in inefficient and costly 
activity.
while if starting realization levels are low. Firms 
should anticipate realization increases of about 4 
percent in 8 to 12 months of concerted effort.
When the 92 percent realization level is achieved, 
continue the process so that realization climbs to 
the 94-95 percent level. At that point, increase stan­
dard rates so that, arithmetically, realization is 
reduced to about 88 percent. Continue the process to 
once again achieve the 92 percent level, and so on.
Quality of service and product will tend to rise 
over time as the process continues. Once again, our 
basic natures come into play. We find it difficult to 
increase fees without also improving our quality of 
service, and we will tend to upgrade our skills to 
match our higher standard rate levels. In addition, 
increasing profitability facilitates greater invest­
ment in training for everyone in the firm.
Each billing head will gain knowledge of other 
firm clients. This results in better understanding of 
the practice problems of colleagues, enables cross­
fertilization of skills and knowledge among the 
executives of the practice, and provides safety in the 
event of a colleague’s death or disability.
Is the process worth the effort? One managing 
partner of a local firm reported these results in 
the first 18 months of applying the process: over 
$160,000 in increased profits, earned at a rate of 
about $753 of profit per hour for the extra time the 
process took over the previous system. □
—by Don Istvan, CPA 
D.F. Istvan Associates, Inc.
61 Windrush Lane 
Barrington, Illinois 60010 
Professor of Accountancy 
DePaul University, Chicago
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Good Communications: The Key 
to Good Client Relations
It may seem strange to begin an article on client 
relations with a paragraph on billing practice, but 
there is a good reason for this. Sometimes, a care­
fully developed client relationship can be damaged 
by the manner in which the bill is rendered. The 
receipt of your bill could be a jolt to a client and 
result in questions as to how the fee became so large. 
In many cases, frequent communication can mini­
mize this danger.
Interim billing is usually more effective in main­
taining good client relationships than sending one 
large bill at the end of an engagement. Firms might
Joint-Venture Opportunity
Most firms’ practice development efforts focus 
upon obtaining new clients and offering new 
services to existing clients. A creative ap­
proach to practice development might include 
adopting new ways to deliver traditional ser­
vices. One example of this is to enter into a 
joint venture with another firm.
In a joint venture, two firms combine staff 
and expertise to compete for contracts that 
probably neither firm individually could 
secure. Through the joint venture, the two 
firms can often offer services to a wider client 
base.
A major hurdle for a firm interested in a joint 
venture is finding an appropriate partner. 
Often, firms are not aware of other firms that 
are also seeking joint-venture opportunities. 
To bring together firms that are interested in 
the joint-venture concept, the AICPA MAP 
committee is developing a joint-venture clear­
inghouse. The clearinghouse will maintain a 
bank of interested firms, categorized by staff 
size, areas of expertise, and geographical loca­
tion. Once this is established, members can 
request the names of firms by any of these 
criteria.
The information will provide a preliminary 
base for deciding whether or not to pursue a 
joint venture. The AICPA’s role is limited to 
providing names of interested firms. If your 
firm is interested in joining the joint-venture 
clearinghouse, please request a registration 
form from Mary Feinstein, industry and prac­
tice management division, at the Institute. 
also want to consider using descriptive billing 
because clients tend to forget much of what an 
engagement entailed.
Descriptive billing does not necessitate listing 
specific details of every service performed. Most 
clients are not interested in that. Rather, the use of 
broad categories provides adequate explanation for 
most clients. Bills, however, should be sent reg­
ularly and promptly if timely payment is desired. 
Regular communication will remind clients of their 
obligations.
Fee changes also affect client relations. No matter 
what fee strategy a CPA firm chooses, there comes a 
time when cost, demand, and competitive factors 
dictate that fees be changed. It is useful both to 
consider whether the changes should be selective or 
across the board and how different groups of peo­
ple—competitors, staff members, and clients, for 
example—will react.
The reactions of clients are the most important of 
these considerations. Predicting how clients will 
react is difficult, though, and this uncertainty 
points to the need for firms to conduct exploratory 
surveys and market tests to determine the best 
approach.
Some professional service organizations have a 
policy of never negotiating over fees. Assuming that 
the fees have been carefully formulated to take 
account of prevailing market conditions and that 
the firm has a sufficiently strong reputation in its 
service area, such a policy can be an effective way for 
a firm to avoid the perception of being too preoc­
cupied with fees. Negotiable or nonnegotiable, how­
ever, the fees must be seen by clients as reasonable 
for the quality of services provided.
Communicating
Confidence begins to build in clients and prospects 
when the CPA shows an understanding of their 
problems and can communicate an ability to solve 
these problems. Ordinarily, just demonstrating 
technical knowledge is not enough. To truly commu­
nicate, the words we use must also convey some sort 
of emotion, such as inspiration, enthusiasm, and 
sincerity. The actual process of building confidence 
in others may be initiated in various ways: for exam­
ple, by giving a speech on income taxes at a civic or 
business club luncheon.
The effectiveness of such a presentation (or even of 
a written message) depends on the individual pro­
fessional’s ability to communicate that knowledge. 
A well-organized and well-delivered speech on a 
timely subject can be a useful client relations tool. 
The presentation should be paced and styled to meet 
the expectations of the particular audience. There is 
Practicing CPA, October 1986
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no need to overperform. Nevertheless, some thought 
should be given as to how the speech will be 
delivered.
There are times—for example, when giving a 
highly technical presentation or when one does 
not wish to be misquoted—when a written speech 
is useful. Normally, however, an extemporaneous 
speech communicates more forcefully than one that 
is read to the audience. This is primarily because 
thoughts and words are developed on the spot in an 
extemporaneous speech and reflect the speaker's 
emotions at that time.
From a client-relations standpoint, it is difficult 
to appraise the relative value of speeches versus 
articles and papers. While a good speech probably 
has greater immediate impact, its audience is lim­
ited in size. An article, on the other hand, can reach 
a far larger audience, and its impact can be of 
greater duration. Thoughtful papers and articles on 
timely and interesting subjects are accepted instru­
ments of practice development. They reflect favora­
bly on the firm with which the author is associated 
and stimulate demand for its services.
External publications
To be effective client-relations vehicles, a firm’s 
external publications should always be directed to a 
particular person rather than just being sent to a 
company or organization. Newsletters and bul­
letins, in particular, can serve as ongoing voices of 
the firm, conveying its position on important 
developments in accounting, auditing, and finan­
cial reporting. They can be used to notify clients of 
changes in the tax law and to convey information on 
new management methods and techniques that cli­
ents can use. They can also be used to inform clients 
of personnel changes, promotions, and additions, 
and of new products and services the firm can offer.
Firm brochures also have an important place in a 
firms client-relations activities. If well designed, 
they can tell clients and prospects a lot about a 
firm—its capabilities in various service areas, the 
experience and competence of the people who pro­
vide the services, and ways in which the firm is 
unique. While a firms external publications don’t 
all have to look alike, there should be some unifying 
identity to its printed materials—stationery, enve­
lopes, business cards, reports, and so on. For many 
clients, a distinctive logo fills the bill.
A two-way process
Good communication is a two-way process. It means 
that not only should a CPA firm notify clients and 
prospects of its capabilities and the services it 
offers, but also that its personnel should learn to 
become aware of clients’ actual and perceived needs. 
In addition to responding to questions and helping 
to solve problems, firms can take a more active role 
by suggesting ways they can better serve clients. 
Good communication can be a tremendous help in 
retaining present clients and obtaining new ones by 
letting them know exactly how the CPA firm can 
benefit them. □
—by Gregory D. Slapak 
San Francisco, California
Editor's note: Mr. Slapak is director of communica­
tions and public relations for Hood and Strong, a local 
CPA firm in San Francisco.
Disclosure Checklists for 
Nonprofit Organizations
Many auditors and accountants find it helpful 
to use checklists as practice aids in the prepa­
ration of financial statements and reports. 
Some firms develop checklists for internal use 
or to meet special needs, such as those of cli­
ents in a particular industry.
Although checklists cannot be used as a sub­
stitute for direct reference to authoritative lit­
erature, they typically contain brief questions 
and statements that are accompanied by refer­
ences to Statements on Auditing Standards, 
Statements on Standards for Accounting and 
Review Services, Statements of Financial 
Accounting Standards, Accounting Principles 
Board Opinions, and Accounting Research 
Bulletins.
In the process of updating the AICPA Audit­
ing and Accounting Manual, the staff of the 
Institute’s technical information division 
developed the "Disclosure Checklists for Non­
profit Organizations" as a stand-alone, non­
authoritative financial reporting practice aid. 
The checklists have been updated through SAS 
no. 49, SSARS no. 5, FASB Statement of Finan­
cial Accounting Standards no. 86, FASB Inter­
pretation no. 39, and FASB Technical Bulletin 
no. 85-4.
Members can obtain the checklists from the 
order department at $6.80 each (Product no. 
007917). If you have questions about the check­
lists or if you have specific audit or accounting 
problems, call the AICPA technical informa­
tion service toll-free: United States, (800) 
223-4158; New York State, (800) 522-5430.
Practicing CPA, October 1986
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More on Working with 
Advertising Agencies
Two readers with extensive experience in the 
advertising business comment that in most 
parts of the country the usual commission paid 
to agencies by newspapers is 15 percent, rather 
than the 20 percent suggested in the article 
"Can Advertising Agencies and CPA Firms 
Work Together?" (See the June Practicing CPA.) 
A. J. Rizzo, who has an advertising agency in 
Metairie, Louisiana, says that if newspapers 
don’t have much competition in their 
localities, they may pay no commissions at all. 
The agencies must then obtain this amount 
from their clients. Mr. Rizzo adds that commis­
sions for outdoor advertising, which CPA firms 
are not likely to use, are generally slightly 
higher.
Also, Jack Buchanan, who had over 30 years 
in the advertising agency business before retir­
ing last year, does not believe it probable that 
CPA firms can negotiate the commission down­
ward. "You might if you have a media budget 
similar to [that of] Procter & Gamble or Gen­
eral Motors," he says, "but the typical [local] 
CPA firm is more likely to pay a fee on top of the 
commission." Mr. Buchanan says that the rea­
son for this is that a 15 percent commission 
rarely covers the agency’s cost of doing busi­
ness with clients unless their media budgets 
are large.
Talk Is Not Necessarily Cheap: II
Not only can unnecessary telephone calls be costly 
(see page 3), but valuable time is also consumed in 
business meetings. A 1985 survey noted that the 
average executive in a large corporation annually 
spends the equivalent of 21 weeks in meetings, yet 
an estimated 29 percent of them are considered 
wasteful or unnecessary.
Whether this survey represents an increase in 
time lost in unproductive meetings or not, the prob­
lem is a continuing one and merits another look at 
the advice W. Thomas Porter, Jr., offered in the 
March 1978 Practicing CPA. Mr. Porter wrote then 
that most participants go to a meeting without 
knowing its exact purpose, precisely what will be 
discussed, or what preparation is needed for them to 
make a valuable contribution. Also, Mr. Porter 
noted, participants tend to become enamored with 
the meeting process rather than focusing on the 
results they want the meeting to achieve.
Therefore, the most important consideration 
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when planning a meeting is to define its prime 
objective clearly. Once this objective has been deter­
mined, the agenda can be planned. In his article, Mr. 
Porter gave the following tips:
□ List all items of possible discussion and deter­
mine the specific problem, situation, or oppor­
tunity that makes each one particularly 
appropriate.
□ Keep clearly in mind what the discussion of a 
specific problem, situation, or opportunity is 
expected to accomplish.
□ Determine in advance who should be at the 
meeting. The only people who should attend 
are those who are essential in view of the items 
suggested for discussion.
□ Based on the above analysis, select those items 
that you (the chairperson) consider would be 
the most profitable to work on and list them in 
order of their importance.
□ Develop an agenda for the meeting, showing 
the items to be worked on, the objective(s) 
of the meeting, questions that should be 
answered, and the preparation that is re­
quired.
□ This detailed agenda should then be sent to 
each participant in advance of the meeting in 
order to permit adequate time for preparation.
If two-way communication is desired during a 
meeting, it is the chairperson’s responsibility to ask 
questions that will produce worthwhile participa­
tion. Plan these questions, taking care to avoid those 
with built-in answers.
During a meeting, it is often useful if the chairper­
son frequently summarizes the points that have 
been brought out up to that stage. This helps prevent 
repetition and pushes the group ahead.
Here are some things to think about on that score: 
□ Summaries should be recapped in terms of the 
objective(s) of the meeting. It is useful to visu­
ally record the group’s ideas on a chart or 
blackboard. This also helps prevent repetition 
and aids in summary analysis.
□ As the summaries are made, and if the purpose 
of each is to reach a conclusion, then the chair­
person must ask for or give a conclusion in 
order to move on to the next point.
□ Once a conclusion is reached, it is necessary to 
spell out some action so that there is sufficient 
follow-through at the end of the meeting. In 
other words, determine who is going to do- 
what and when.
The purpose of a meeting is to come to some 
conclusions as to what action will be taken. Mr. 
Porter suggested that the chairperson never leave a 
subject until he or she has clearly stated what action 
will be taken, by whom, and by what date. □
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Compensation (continued from page 1)
ods chosen. Nevertheless, there are questions all 
firms must consider. These include whether income 
determination should be prospective or retrospec­
tive, who should be in the evaluation group, whether 
the conclusions should be based on subjective or 
objective criteria, what the spread is between the 
highest and lowest incomes, and what the managing 
partners role is in the process.
Evaluations help us to understand our relation­
ships with others, and to recognize and overcome 
our shortcomings. Candid discussions are not 
always automatic among partners, although evalua­
tion is generally considered necessary for staff. The 
adoption of a formal partner evaluation program 
represents a commitment to accepting such cri­
tiques as being beneficial.
Partner counseling
The goals of partner counseling are to provide hon­
est communication and suggestions so that partners 
will better understand their roles within the firm, 
and to explore their expectations, levels of achieve­
ment, and interests. Some hints for handling the 
couseling session are to define your approach and 
objectives and to be prepared—that is, to review all 
evaluations and records that have spotlighted the 
need for counseling.
Find out what the partner wants to talk about and 
listen carefully. Listening is particularly important 
because the input, on which the success of counsel­
ing depends, can only come from the person being 
counseled. Ask open-ended questions and listen for 
the opportunity to enter new areas of enquiry. Docu­
ment and summarize the results at the end of the 
session and arrange to meet again.
Don’t try to accomplish too much at an initial 
session, particularly if the partner is hesitant to 
accept unwelcome facts. Instead, consult with other 
selected partners; then meet the partner being 
counseled again and agree on a plan to accomplish 
the goals. Document the results of this meeting and 
the agreed-upon plan, and make sure to follow up.
There are some key factors that should be evalu­
ated during the sessions. Each partner should sub­
mit information regarding his or her activities and 
performance in the areas of practice development 
efforts and results; billings (frequency, adjustments, 
and collections); staff recruitment, utilization, eval­
uation, and development; client service and man­
agement; adherence to firm policies; practice 
management abilities; business acumen; technical 
specialties; communication skills; and creativity 
and flexibility.
At the conclusion of these sessions, agreement 
must be reached as to the primary objectives of the 
firm, how the partner is expected to contribute to 
the firm, the partner's position on the team, and how 
well that position is being filled.
Capital requirements
In single-entity partnerships, all partners have an 
interest in earnings on a firmwide basis, although 
the amount of earnings and contributed capital may 
vary from partner to partner. In the past, capital 
was mainly needed to fund unbilled time and 
receivables. Capital requirements could be light­
ened with stepped-up billing and collection efforts. 
Today, the need for financing is greater. Continued 
changes in office technology require larger invest­
ments. New capital is required for computer hard­
ware and software and for other product 
developments.
Partners must agree on the methods to be used in 
determining their relative interests in partnership 
capital, methods such as fixed amounts, percent­
ages, and units of interest. There is also a need to 
discuss the effect on capital requirements of merg­
ers, new partners, and what, if any, interest should 
be paid on capital contributions and loans, and 
charged on capital deficiencies.
Compensation methods must be tailored to the 
individual firm’s needs, and partners must under­
stand the allocation procedures. Not only must they 
understand the procedures, however; partners must 
also have a voice in the method of allocation, if
Personal Financial Planning 
Practice Aid No. 1
The Investment Advisers Act of 1940 requires 
investment advisers to register with the SEC. 
The AICPA personal financial planning com­
mittee believes that many financial planning 
engagements performed by CPAs do not 
involve rendering investment advice, and that 
CPAs may provide comprehensive financial 
planning services without having to register. 
The issue is complex, however, and the com­
mittee has developed Personal Financial Plan­
ning Practice Aid no. 1 to help CPAs understand 
the criteria for registration as well as the con­
sequences.
Titled Issues Involving Registration Under the 
Investment Advisers Act of 1940, the practice 
aid is available to members of the personal 
financial planning division at no charge. The 
publication may also be purchased from the 
AICPA order department at $12 each (Product 
no. 014906).
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compensation is not to result in dissatisfaction. 
Partners must believe that they are being compen­
sated fairly in relation to other partners, and, of 
course, the firm must generate sufficient profits if 
good people are to be retained. Compensation alone 
won’t motivate partners. Responsibilities and 
recognition for contributions to the firm's profits are 
needed, and there is value to the firm in having the 
managing partner motivate other partners to 
achieve agreed-upon goals, too.
Essential elements of a compensation plan
A firm’s compensation plan must be flexible enough 
to allow partners to be rewarded for a specific out­
standing effort on a one-time basis. It should be 
clear, however, that the reward is for the particular 
achievement and is not part of regular com­
pensation.
Integrity is most important. Partners must be sat­
isified that there is a means of rewarding perfor­
mance and that they have a say in the allocation of 
profits. There must be a clear understanding of indi­
vidual and firm goals and a partner's expected con­
tributions to overall firm profitability. There must 
be accountability for performance, and for nonper­
formance as well.
Factors to consider in a compensation plan in­
clude a partner’s capital contribution and those con­
tributions based on an individual’s talents, such as 
technical abilities, staff and practice development 
efforts, and management and administrative respon­
sibilities. In most cases, equal weight will be given 
to each factor, but short-term contributions should 
be weighed in light of long-term considerations. Two 
compensation attitudes that should be avoided are 
having no changes from year to year, and having 
changes directed toward eventual equality.
Although financial reward is but one of several 
means of motivating individuals so that their 
behavior is directed toward attaining the organiza­
tion's objectives, it is one of central importance. 
Numerous benefits accrue to firms partnered by 
motivated individuals, and a thoughtfully struc­
tured and carefully administered partner-compen­
sation policy can be a primary factor in creating 
such a firm. □
—by Lowell A. Baker, CPA 
Cleveland, Ohio
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